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FROM;  Provincial  Treasurer 

TO:  The  Honourable  E.C.  Manning, 

Premier. 
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Re:  Interest  Disclosure 

During  the  past  year  I  have  been  wrestling  with 
the  problem  of  implementing  certain  amendments  to  the 
Credit  and  Loan  Agreements  Act  passed  by  the  1963  and 
1965  Sessions  of  the  Legislature.  I  have  collected  a 
good  deal  of  information  on  the  subject  and  have 
received  many  representations  from  interested  parties. 

The  attached  report  is  an  attempt  to  summarize 
this  material  and  to  suggest  a  course  of  action  for 
the  consideration  of  the  Executive  Council  in  grappling 
further  with  the  problem. 


Copies  to  all  Ministers 
Mr.  F.G.  Stewart 
Mr.  J.E.  Hart 
Mr.  C.K.  Huckvale 
Mr.  C.G.  Davey 


NOVEMBER 

1965 


REPORT  ON  INTEREST  DISCLOSURE 


The  Credit  Explosion 

The  spectacular  increase  in  the  use  of  consumer 
credit  in  Canada  and  the  United  States  during  the  past 
twenty  years  is  a  major  phenomenon  which  reflects  a  basic 
change  in  the  sense  of  values  and  the  social  attitudes  of 
the  people  of  these  two  countries.  There  is  every  in¬ 
dication  that  this  increase  will  continue  and  accelerate. 

Until  quite  recent  times  the  consumer  who  made  a 

practice  of  buying  on  time  or  borrowing  to  obtain  at 

extra  cost  the  goods  and  services  that  he  wanted  and  felt 

he  could  afford  was  usually  regarded  as  improvident  and 

thriftless.  This  stigma  has  disappeared. 

It  used  to  be  in  days  gone  by, 

Which  now  seems  very  funny. 

That  all  the  foolish  spending  stopped 
When  one  ran  out  of  money J 

Today  the  use  of  consumer  credit  is  a  respectable, 
convenient  and  very  popular  means  of  buying  all  kinds  of 
goods  and  services  that  is  vigorously  and  skilfully  pro¬ 
moted  by  business  and  industry  with  eager  response  from 
the  consumer. 

In  the  midst  of  plenty  the  average  consumer  naturally 
feels  impelled  to  enjoy  immediately  the  use  of  good  furni¬ 
ture,  an  ample  wardrobe,  a  new  car,  electrical  and  mechanical 
appliances  and  to  pay  later  for  these  amenities.  Because 
he  feels  he  can  count  on  inflation  and  rising  income  to  off¬ 
set  the  extra  cost  of  buying  on  time  the  average  consumer 
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is  usually  not  very  much  concerned  about  the  rate  of  ad¬ 
ditional  charges  for  instalment  buying  as  long  as  he  can 
make  arrangements  for  credit  that  come  within  his  present 
or  anticipated  financial  reach.  A  good  credit  rating  has 
become  a  modern  status  symbol. 

According  to  the  1965  Canada  Year  Book  the  balances 
outstanding  on  retail  trade  credit  and  loans  extended  to 
individuals  for  non-business  purposes  by  retailers,  sales 
finance  companies,  small  loan  companies >  chartered  banks, 
credit  union  and  life  insurance  companies  rose  from  - 
$2,435,000,000  in  1954  to  $5,742,000,000  in  1963  or  an 
increase  of  135.3%.  This  Year  Book  also  reports  that 

during  the  same  period  the  total  volume  of  retail  sales 

c 

rose  by  only  75.2%. 

The  June  14th,  1965,  issue  of  U.S.  News  and  World 
Report  contains  statistics  which  show  that  in  the  United 
States  total  public  and  private  debt  has  risen  from  $435 
billion  in  1945  to  $1,300  billion  in  1965  and  that  the 
personal  debt  of  consumers  which  rose  from  $104  billion 
in  1955  to  $263  billion  in  1965  is  increasing  far  more 
rapidly  than  any  other  type  of  debt. 

The  use  of  consumer  credit  on  the  present  massive 
and  rapidly  increasing  scale  is  now,  and  likely  will  re¬ 
main,  a  very  strong  force  in  national  and  provincial  ec¬ 
onomies.  It  brings  some  benefits,  but  also  some  dangers. 
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There  is  greater  purchasing  power  in  the  hands  of  the  con¬ 
sumer  and  expanded  markets  for  consumer  goods,  but  there 
is  also  greater  pressure  on  prices.  The  consumer  can  en¬ 
joy  today  many  things  which  he  would  otherwise  have  to 
wait  to  acquire,  but  in  far  too  many  cases  he  is  buying 
beyond  his  means  and  living  beyond  his  income.  The 
current  popularity  of  instalment  buying  and  apathy  on  the 
part  of  far  too  many  consumers  with  respect  to  charges  for 
consumer  credit  have  opened  the  door  to  overcharging  and 
to  unethical  and  unscrupulous  methods  and  practices  on 
the  part  of  some  sellers  and  lenders.  While  the  great 
majority  of  consumers  are  using  their  credit  wisely  and 
living  within  their  credit  ratings  there  are  many  who 
through  lack  of  information  and  education  about  this  re¬ 
latively  new  and  sometimes  complex  method  of  buying  are 
probably  paying  more,  often  far  more  than  they  need  pay 
to  use  their  credit?  and,  there  is  a  small  minority, 
mainly  compulsive  buyers,  who  soon  find  themselves  bur¬ 
dened  with  debts  which  they  may  never  be  able  to  repay. 

The  present  situation  and  the  prospect  of  even 
greater  use  of  credit  by  the  consumer  in  the  future  has 
prompted  governments  to  re-examine  their  role  and  responsi¬ 
bility  in  this  field  of  financial  and  economic  activity. 

It  is  evident  that  new  legislative  measures  and  adminis¬ 
trative  procedures  should  be  carefully  considered  to  meet 
this  situation.  To  restrict  and  curtail  the  volume  of 
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consumer  credit  to  any  appreciable  degree  could  have 
serious  adverse  effects  on  economic  conditions.  But. to 
permit  undesirable  and  unethical  practices  to  grow  with¬ 
out  taking  effective  measures  to  check  them  would  in  the 
end  produce  harmful  and  dangerous  results. 

It  is  the  purpose  of  the  above  introduction  to 
provide  a  background  for  the  information  and  the  findings 
and  recommendations  that  follow. 

Present  Legislation  in  Alberta 

An  Act  respecting  Agreements  relating  to  Sales  on 
Time  and  to  Cash  Loans,  Chapter  66  of  the  1955  R.S.A., 
known  as  The  Credit  and  Loan  Agreements  Act  requires  that 
retailers  and  certain  lenders  observe  a  number  of  require¬ 
ments  in  making  sales  on  time  and  in  making  loans  to  con¬ 
sumers.  One  of  the  major  provisions  of  the  Act  is  that 
the  whole  cost  of  buying  on  time  or  of  borrowing  must  be 
disclosed  in  the  contract  with  the  buyer  or  borrower  in 
terms  of  a  money  charge.  From  several  quarters  it  has 
long  been  advocated  that  such  costs  should  also  be  dis¬ 
closed  in  terms  of  a  rate  of  "simple  interest"  on  outstand¬ 
ing  balances  in  order  that  the  consumer  may  have  a  clearer 
understanding  of  the  charges  which  he  is  committed  to  pay 
when  he  enters  into  a  time  sale  or  loan  agreement.  The 
1963  Session  of  the  Legislature  passed  amendments  which 
require  such  further  disclosure  except  on  continuous 
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deferred  payment  plans,  and  which  authorizes  the  Lieutenant 
Governor  in  Council  to  prescribe  or  approve  formulas  or 
tables  to  be  used  by  sellers  in  determining  the  percent¬ 
age  figure  that  will  disclose  the  cost  of  a  time  sale. 

The  1965  Session  passed  an  amendment  which  extends  this 
authorization  to  include  loan  agreements.  These  amend¬ 
ments  will  come  into  force  on  a  date  to  be  fixed  by  proc¬ 
lamation  o 

Decisions  with  respect  to  the  proclamation  of  the 
aforesaid  amendments  passed  by  the  Legislature  in  1963  and 
1965,  and  the  formula  and  tables  to  be  used  in  connection 
therewith  should  be  made  in  the  near  future.  The  purpose 
of  this  report  is  to  submit  certain  findings  and  recommenda¬ 
tions  in  that  regard.  Strong  support  for  the  proclamation 
of  these  amendments  has  been  registered  by  consumer  or¬ 
ganizations,  credit  unions,  labour  organizations  and  the 
F.U.A.  Credit  grantors  have  modified  their  outright 
opposition  to  these  amendments  to  an  attitude  of  offering 
to  make  constructive  suggestions  and  to  seek  as  much  uni¬ 
formity  as  possible  in  interest  disclosure  laws  across 
Canada  so  that  large  chains  of  Department  Stores  and  mail 
order  houses  will  not  be  put  to  the  necessity  of  complying 
with  ten  different  sets  of  laws  and  regulations.  This  change 
of  attitude  became  apparent  during  an  interview  which  I  had 
last  June  with  representatives  of  the  Retail  Council  of 
Canada  who  have  been  following  very  closely  recent  develop- 
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ments  with  respect  to  our  own  legislation  and  the  re¬ 
sults  of  extensive  studies  of  consumer  credit  in  Ontario 
and  Nova  Scotia, 


The  Credit  and  Loan  Agreements  Act  as  amended  to 
date  contains  two  Parts  preceded  by  a  section  which  de¬ 
fines  a  number  of  words  and  phrases  used  in  the  Statute 
and  followed  by  a  Schedule  that  sets  forth  in  detail  the 
form  and  content  of  the  contract  to  be  used  by  retail 
sellers. 


Part  I  deals  with  Time  Sale  Agreements  and  makes 
it  clear  that  the  Act  applies  only  to  sales  of  more  than 
$50,00  made  by  retailers  to  consumers,  and  not  to  sales 
made  by  manufacturers  co  distributors  or  wholesalers,  or 
to  sales  made  by  wholesalers  to  retailers.  This  Part  pro¬ 
vides  for  certain  penalties  if  a  seller  fails  to  comply 
with  the  provisions  of  the  Act,  and  absolves  the  buyer 
from  paying  any  amount  in  excess  of  the  regular  cash  price 
if  the  seller  fails  to  comply  with  the  Act,  There  have 
been  no  prosecutions  under  this  Part, 

Part  II  deals  with  Loan  Agreements  and  makes  it 
clear  that  the  Act  does  not  apply  to  loans? 

(1)  made  to  a  manufacturer,  distributor,  whole¬ 
saler  or  retailer  in  the  course  of  his  business. 


(2)  by  chartered  banks? 

(3)  by  Treasury  Branches? 

(4)  by  credit  unions? 

(5)  by  pawnbrokers ? 
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(6)  made  solely  on  the  security  of  real 
property; 

(7)  made  on  the  security  of  commercial  property, 

(Q)  under  or  subject  to  the  Small  Loans  Act 
(Canada)  . 

Since  this  list  of  exclusions  is  quite  extensive 
I  have  asked  the  Deputy  Attorney  General  for  an  opinion 
concerning  the  loans  to  which  the  Act  does  apply  and 
what  loans  are  under  or  subject  to  the  Small  Loans  Act 
of  Canada. 

Part  II  also  sets  forth  in  detail  the  contents  of 
a  loan  agreement  and  provides  certain  penalties  if  lenders 
fail  to  include  these  particulars  in  an  agreement.  There 
have  been  no  prosecutions  under  this  Part. 

Formulas  and  Tables 

Normally  a  time  sale  or  .loan  agreement  calls  for 
a  series  of  equal  or  unequal  payments  which  fall  due  at 
regular  or  irregular  intervals  during  the  term  of  the 
agreement.  Each  payment  includes  some  portion  of  the 
cost  of  buying  on  time  or  borrowing  and  repayment  of 
some  portion  of  the  principal  sum. 

To  arrive  at  the  cost  of  buying  on  time  or  borrow¬ 
ing  in  terms  of  a  rate  of  simple  interest  on  outstanding 
balances  of  the  principal  sum  it  is  necessary  to  devise 
simple  tables  based  on  accurate  formulas  which  can  be 
used  quickly  and  easily  by  clerks  who  have  only  a  limited 
knowledge  of  mathematics  and  who  must  process  many  agree- 
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ments  during  each  working  day.  The  problem  of  preparing 
such  tables  is  complicated  by  the  wide  variety  of  plans 
available  to  the  consumer. 

With  rare  exceptions  the  factor  that  is  common  to 
all  plans,  however,  is  that  the  principal  sum  is  entirely 
repaid  by  instalments  within  the  term  of  the  agreement  so 
that  when  the  agreement  expires  the  principal  sum  has 
been  fully  recaptured.  This  factor  has  the  effect  of 
approximately  doubling  what  is  commonly  known  as  the 
rate  of  simple  interest.  For  example,  if  Fastbuck  Finance 
lend  Mr.  E.Z.  Spender  $600.00  on  October  1st,  1965,  to  be 
repaid  on  September  30th,  1967,  and  charge  him  $72.00  per 
year  for  the  loan,  Mr.  Spender  will  have  the  use  of  the 
whole  sum  of  $600.00  for  two  years  at  a  simple  interest 
rate  of  12%.  However,  if  Fastbuck  Finance  lend  him 
$600.00  to  be  repaid  by  24  monthly  instalments  of  $31.00 
each  to  cover  both  the  charge  for  borrowing  and  gradual 
repayment  of  the  principal  sum,  Mr.  Spender  will  on  the 
average  have  had  the  use  of  only  about  $300.00  of  the 
principal  sum  over  the  whole  term  of  the  agreement.  He 
will  have  paid  $144.00  for  the  use  of  approximately  $300.00 
for  two  years ,  or  roughly  24%  simple  interest,  because  the 
principal  sum  in  his  possession  has  dwindled  month  by  month 
from  $600.00  to  zero.  This  example  will  serve  to  illus¬ 
trate  why  credit  grantors  are  usually  rather  reluctant 
to  disclose  their  charges  in  terms  of  a  rate  of  simple 
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interest,  that  is,  a  rate  per  centum  per  annum  on  the 
amount  actually  advanced  to  the  buyer  or  borrower. 

Equal  Payments  at  Regular  Intervals  -  The  Constant 

Ratio  Formula 

The  latter  portion  of  the  above  mentioned  example 

V. 

also  illustrates  the  most  common  type  of  agreement  where 

equal  payments  are  made  at  regular  intervals  over  the  term 

of  the  agreement.  In  such  agreements  the  rate  of  simple 

interest  may  be  calculated  by  using  a  formula  which  is 

well  known  in  trade  circles  as  the  Constant  Ratio  Formula 

and  which  may  be  stated  as  follows: 

R  =  200nl 

P(t  +  1) 

R  =  annual  interest  rate 

n  «  number  of  payments  in  one  year 

I  =  finance  charge 

P  =  principal  sum 

t  =  number  of  payments  required  by 
agreement. 

If  the  Constant  Ratio  Formula  is  applied  in  the  above 
mentioned  example  the  calculation  of  the  interest  rate  would 
be  as  follows: 

R  =  200  x  12  x  144 

600(24  +  1) 

=  345 , 600 

15,000 


23 . 04% 
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Direct  Ratio  Formula 

Although  the  accuracy  of  the  Constant  Ratio  Formula 

tends  to  diminish  as  the  term  of  an  agreement  lengthens, 

it  is  accurate  enough  for  all  agreements  which  are  likely 

to  be  made  in  accordance  with  the  terms  and  provisions 

of  the  Credit  and  Loan  Agreements  Act  which  permit  a 

tolerance  of  1%.  A  more  accurate  but  a  more  complex 

formula  also  well  known  in  trade  circles  is  the  Direct 

Ratio  Formula  which  may  be  stated  as  follows s 

R  =  _ _ 600nl 

3P(t  +  1)  +  I  (n  -  1) 

Each  of  the  terms  in  this  formula  has 
exactly  the  same  definition  as  in  the 
Constant  Ratio  Formula. 

If  the  Direct  Ratio  Formula  is  applied  in  the 

above  mentioned  example  the  calculation  of  the  interest 

rate  would  be  as  follows : 

R  =  600  x  12  x  144 

1800(24  +  1)  +  144(12  -  1) 

=  1  *  036 , 800 

43,416 

=  23.85% 

The  Direct  Ratio  Formula  is  identical  to  the  Formula 
submitted  by  Mr.  F. J.  Broomfield,  a  mathematician  with  the 
British  Board  of  Trade  in  London,  which  was  the  subject 
of  an  Editorial  in  the  February  25th,  1965,  issue  of  the 
Calgary  Albertan.  It  would  appear  that  this  is  not  a 
formula  invented  by  Mr.  Broomfield.  It  was  apparently 
well  known  before  he  made  his  calculations. 
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Because  it  is  obviously  too  difficult  and  too  time 
consuming  to  use  either  of  these  formulas  to  determine  the 
rate  of  interest  in  each  and  every  transaction  some  system 
of  tables  or  some  mechanical  device  based  on  these  tables 
must  be  used  for  ease  and  speed  of  calculation. 

These  include; 

(1)  Quick  Credit  Cost  Computer  prepared  by 
the  Savings  Bank  Association  of  New 
York  State? 

(2)  Little  Man  Instant  Rate  Converter 
prepared  by  CUNA  Supply  Cooperative 
of  Madison,  Wisconsin,  and  Hamilton, 

Ontario? 

(3)  Effective  rate  chart  prepared  by 
Mr.  C.C.  Corbet  of  1835  West  Sixty- 
third  Avenue,  Vancouver,  B.C. 

A  copy  of  this  chart  is  attached. 

Financial  Computers  &  Publishers  Limited 

Early  this  year  the  problem  of  developing  tables 
which  can  be  used  by  sellers  and  lenders  to  comply  with 
the  Credit  and  Loan  Agreements  Act  was  referred  to  Financial 
Computers  and  Publishers  Limited  of  Suite  211,  56  Sparks 

Street,  Ottawa  4,  at  their  invitation.  In  consultation 
with  Mr.  J.J.  Frawley,  Q.C.,  Alberta  Special  Counsel  at 
Ottawa,  this  firm  devoted  several  months  to  developing  a 
set  of  tables  which  they  believe  meet  the  requirements  of 
the  Act.  A  sample  page  of  these  tables  is  attached  which 
should  be  treated  in  confidence  because  the  firm  believes 
these  tables  are  quite  unique.  The  firm  may  wish  to  secure 
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a  copyright  for  them  if  and  when  the  amendments  to  the 
Act  passed  in  1963  and  1965  are  proclaimed.  Also  attached 
is  a  copy  of  a  letter  which  the  firm  wrote  to  Mr.  Frawley 
under  date  of  May  3rd,  1965,  regarding  these  tables.  The 
booklet  mentioned  on  page  4  of  the  letter  is  not  attached. 

The  sample  of  the  tables  prepared  by  Financial 
Computers  &  Publishers  Limited  has  been  examined  by  Pro¬ 
fessor  T.  Fostvedt  of  the  Department  of  Mathematics  of 
the  University  of  Alberta  who  has  prepared  a  chart  com¬ 
paring  the  rates  given  in  this  sample  with  the  annual  rate 
using  the  Constant  Ratio  Formula  and  with  the  annual  Actuarial 
Rate.  A  copy  of  this  chart  as  well  as  a  copy  of  a  statement 
summarizing  Professor  Fostvedt1 s  observations  regarding  the 
sample  are  attached.  Both  the  chart  and  the  statement  have 
been  forwarded  to  Financial  Computers  and  Publishers  Limited 
for  study.  It  might  be  worthwhile  to  send  Professor  Fostvedt 
to  Ottawa  to  confer  with  representatives  of  the  firm  if  their 
divergence  of  opinion  cannot  be  reconciled  by  correspondence. 

When  this  matter  was  discussed  with  Professor  Fostvedt 
he  was  not  prepared  to  confirm  that  the  tables  prepared  by 
Financial  Computers  and  Publishers  were  unique  as  claimed 
by  the  firm,  and  pointed  out  that  in  his  opinion  Financial 
Publishing  Company  of  82  Brookline  Avenue,  Boston,  Mass., 
can  prepare  any  and  all  tables  needed  for  consumer  finance. 

At  his  suggestion  copies  of  a  booklet  bearing  the  title 
"Financial  Rate  Translator  and  Guide  to  Legal  Instalment 
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Sales  Rates"  have  been  obtained. 

Unequal  Payments  at  Irregular  Intervals 

The  Constant  Ratio  and  Direct  Ratio  Formulas  dis¬ 
cussed  above,  and  any  system  of  tables  or  any  mechanical 
device  based  on  these  formulas,  such  as  mentioned  above 
would  in  all  probability  meet  the  requirements  of  the 
Credit  and  Loan  Agreements  Act  where  the  charge  for  buy¬ 
ing  on  time  or  borrowing  and  gradual  repayment  of  the 
principal  sum  are  blended  into  equal  payments  that  fall 
due  at  regular  intervals,  but  they  do  not  apply  where 
payments  are  unequal  in  amount  and  fall  due  at  irregular 
intervals.  In  such  transactions  the  credit  grantor  must 
declare  the  rate  of  interest  whic?a  covers  all  charges  and 
then  apply  this  rate  to  outstanding  balances  of  the  prin¬ 
cipal  as  payments  fall  due  from  time  to  time.  This  method 
of  calculating  the  amount  of  interest  is  in  accordance  wri¬ 
the  Actuarial  Formula  which  may  be  stated  as  follows s 

I  =  trp 
100 

I  =  amount  of  interest 

t  =  fraction  of  one  year  that 
balance  of  principal  out¬ 
standing. 

r  =  rate  of  interest  per  centum 
per  annum 

p  =  outstanding  balance  of 
principal. 
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Financial  Computers  &  Publishers  Limited  have  studied 
this  aspect  of  the  problem  and  have  advised  that  they  can 
prepare  tables  of  daily,  weekly  and  monthly  interest  factors 
which  will  make  it  possible  to  calculate  the  amount  of  in¬ 
terest  on  each  payment  easily  and  quickly. 

As  has  already  been  noted  the  Act  excludes  from  the 
requirement  to  state  charges  in  terms  of  a  rate  per  centum 
per  annum  any  time  sale  agreements  which  come  within  the 
definition  of  a  continuous  deferred  payment  plan  which 
should  be  interpreted  to  include  "cycle  billing"  and  "add¬ 
on"  agreements  that  are  now  very  commonly  used  by  large 
retailers.  Consequently,  proclamation  of  the  1963  amend¬ 
ments  would  not  require  disclosure  of  charges  as  a  rate 
of  simple  interest  in  such  plans  which  would  be  exceed¬ 
ingly  complex  and  perhaps  impossible. 

Studies  of  Interest  Disclosure  in  Other  Provinces 

During  the  past  two  years  the  Provinces  of  Ontario 
and  Nova  Scotia  have  made  exhaustive  studies  of  the  cost 
of  credit  to  consumers.  As  far  as  can  be  ascertained  no 
other  Provinces  are  presently  making  any  serious  study  of 
this  matter. 

In  Ontario  a  Select  Committee  of  the  Legislature 
appointed  in  April,  1963,  submitted  an  Interim  Report  at 
the  1965  Session  of  the  Legislature  and  a  Final  Report 
last  summer.  With  respect  to  interest  disclosure  the 
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"After  fullest  consideration,  the  Committee  has 
come  to  the  viev/  that  disclosure  should  be  made 
both  in  dollar  amounts  and  as  an  annual  interest 
percentage.  If,  because  of  the  Federal  control 
of  Banks,  this  Legislature  cannot  make  such  legis- 
lation  applicable  to  all  lenders,  it  is  suggested 
that  there  should  be  either  comprehensive  Federal 
legislation  by  which  all  lenders  would  be  bound, 
or  alternatively,  complementary  Federal  and  Pro¬ 
vincial  legislation.  It  would  certainly  be  prefer¬ 
able  if  the  legislation  compelling  disclosure 
were  Canada-wide ,  as  there  would  arise  many  practical 
difficulties  if  some  Provinces  required  percentage 
disclosure  and  others  did  not." 

«3 

In  Nova  Scotia  a  Halifax  lawyer,  Mr .  A,R,  Moreira, 

was  appointed  a  one  man  Royal  Commission  in  May,  1963,  to 

enquire  into  the  cost  of  borrowing,  the  cost  of  credit  and 

related  matters.  He  submitted  a  lengthy  and  exhaustive 

report  in  February  this  year  and  recommended  that  s 

"All  rates,  charges,  costs  and  fees  which  are 
borne  by  the  borrower  or  credit-user  should 
be  disclosed  as  a  simple  interest  rate  cal¬ 
culated  according  to  prescribed  formulae. 

Definitions  should  have  regard  to  those  employed 
in  the  Small  Loans  Act. 

Present  forms  of  "dollars  and  cents"  disclosure 
should  be  retained  as  well.  In  general  the  dis¬ 
closure  of  all  essential  terms  and  conditions 
should  be  made  to  the  borrower  or  consumer  in 
simple  terms  employing  uniform  methods  of  ex¬ 
press  ion. 

i  • 

4 

The  Banks  must  be  invited  to  co-operate  as 
regards  banking  transactions  or,  failing  it, 
legislation  by  Parliament  sought.  To  be 
effective  the  scheme,  should  be  applicable 
to  all  sources,  but  pending  either  the  banks' 
consent  or  federal  legislation,  the  scheme 
should  be  implemented  as  regards  the  balance 
of  the  market. 


>...  .  -O.V  -.lw  .t  ••■!•.  i.4ah* 


•  »"• 

’*  '  •  •  ■  •  •  •*-  ••  V, 


'  * 


...  ; . 


. 


?■* 


16 


At  the  time  of  writing  I  have  been  apprised 
of  developments  up  to  and  including  the  pub¬ 
lication  in  January,  1965,  of  the  results  of 
a  study  in  the  Province  of  Alberta. 

Interest  rates  should  be  prominently  stated 
in  contracts,  advertising,  etc.,  as  prescribed 
by  the  legislation,  by  regulation  or  by  the 
Registrar.  In  my  opinion,  regulations  should 
deal  with  these  matters  so  as  to  enable  changes 
to  be  made  expeditiously  if  unexpected  diffi¬ 
culties  arise. 

I  may  add  that  in  my  opinion  the  alternatives 
are  this  scheme,  continued  exploitation  of 
a  large  section  of  the  public  or  total  regulation 
of  rates.  The  latter  deprives  business  of  all 
freedom  of  action  and  the  public  of  the  benefit 
of  competition,  since  rates  become  fixed  at  the 
maximum  authorized  levels. 

I  do  not  propose  to  recommend  rate  ceilings 
(though  in  my  view  they  could  be  imposed  by 
the  Legislature)  because  I  think  the  alter¬ 
natives  here  proposed  should  be  given  a  chance 
to  work,  to  see  if  realistic  competition  will 
not  achieve  results  which  may  be  better. 

Besides,  I  suppose  that  rates  would  have  to  be 
on  the  Small  Loans  Act  scale  which  I  consider 
exorbitant . " 

Acting  on  various  recommendations  contained  in  the 
Report  of  the  Moreira  Commission  the  1965  Session  of  the 
Nova  Scotia  Legislature  passed  an  Act  Respecting  Credit 
which  came  into  force  last  March  and  which  expires  on 
July  1st,  1966.  This  Act  calls  for  the  appointment  of  a 
Registrar  of  Credit  to  make  further  studies  and  to  exercise 
general  supervision  over  credit  granting  and  persons  en¬ 
gaged  in  business  as  credit  grantors.  The  Act  also 
authorizes  the  Government  to  pass  regulations  to  establish 
a  system  of  licensing  credit  grantors  and  to  fix  a  date 
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after  which  every  credit  grantor  shall  disclose  the  cost 
of  loans  in  terms  of  simple  interest  per  annum  and  in 
terms  of  dollars  and  cents.  A  copy  of  this  Act  is  attached. 
Since  the  present  Act  expires  next  July  it  would  appear  to 
be  the  intention  of  the  Nova  Scotia  Legislature  to  replace 
this  statute  by  a  new  and  revised  Act  at  the  1966  Session 
based  on  the  findings  and  recommendations  of  the  Registrar 
of  Credit. 

In  June  a  Halifax  chartered  accountant,  fir.  F.C. 
Burton,  was  appointed  Registrar  of  Credit.  Mr.  Burton 
has  written  to  indicate  that  he  is  very  interested  in 
following  the  progress  of  our  deliberations  on  interest 
disclosure,  and  has  offered  to  keep  us  fully  informed  on 
developments  in  his  Province.  In  his  last  letter  under 
date  of  September  21st,  1965,  fir.  Burton  summarized  his 
efforts  to  secure  the  co-operation  of  the  Banks  in  the 
matter  of  interest  disclosure,  but  concludes  that  he  has 
received  no  response  thus  far  of  a  "constructive  character". 
He  asks  if  we  have  any  plans  in  mind  regarding  provincial 
coorindation  and  cooperation  in  the  matter  of  interest 
disclosure  legislation. 

Studies  of  Interest  Disclosure  by  Parliament  and  the 
Federal  Government _ _ _ _ _ _ _ 

At  Ottawa  a  joint  Parliamentary  Committee  has  been 
conducting  lengthy  studies  and  hearings  on  the  subject  of 
consumer  credit,  but  without  tangible  results  to  date. 
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The  Royal  Commission  on  Banicing  and  Finance  which 
was  appointed  in  1961  and  submitted  its  report  in  1964 
contains  the  following  statements  and  recommendations  re¬ 
garding  the  disclosure  of  charges  in  terms  of  a  rate  of 
simple  interests 

( 1 )  On  -page  207 

"It  is  general  practice,  and  required  in  some 
provinces,  to  disclose  the  dollar  amount  of  finance 
charges  to  customers  but  the  companies  do  not 
disclose  the  effective  rate  of  interest.  They 
have  objected  to  doing  so  because  different 
methods  of  calculation  give  different  results 
and  all  require  some  mathematical  skill,  because 
the  charges  include  a  necessary  fee  to  cover  the 
cost  of  servicing  accounts  and  the  total  charges 
on  small  amounts  thus  work  out  to  high  rates  of 
interest,  and  because  they  find  that  customers 
are  more  interested  in  the  dollar  amount  to  be 
paid  than  in  the  interest  rate.  In  spite  of 
these  objections,  we  believe  there  is  a  strong 
case  for  disclosure  in  both  forms  so  that 
customers  may  readi ty  compare  the  cost  of  funds 
in  contracts  which  are  not  identical  as  to  terms 
and  amount.  All  generally  accepted  methods  of 
calculation  give  closely  similar  results.  More¬ 
over,  dealers  could  be  provided  with  rate  as  well 
as  charge  books  and  would  not  have  to  do  the 
arithmetic  themselves?  and  consumers  could  hardly 
suffer  from  having  more  information.  Since  thle 
matter  of  disclosure  applies  generally,  and  not 
only  to  finance  companies,  we  shall  return  to  it 
later.  " 

(2)  On  pages  382  and  383 

"In  addition  to  indicating  the  dollar  amount 
of  loan  or  finance  charges,  the  credit  grantor 
should  be  required  to  express  them  in  terms  of 
the  effective  rate  of  charge  per  year  in  order 
that  customers  may  compare  the  terms  of  differ¬ 
ent  offers  without  difficulty.  Different  methods 
of  calculation  yield  slightly  different  results, 
but  there  is  no  reason  why  disclosure  in  terms 
of  the  effective  rate  of  charges  cannot  be  made 
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according  to  an  agreed  formula/  and  some  lenders 
already  do  so.  ( See ,  for  example/  1963  Annual 
Report  of  Coronation  Credit  Corporation  Limited) . 
Comparability  is  more  important  than  the  precise 
level. 

On  small  contracts  the  administrative  costs 
are  high  relative  to  the  amount  of  credit  and 
inevitably  involve  high  annual  rates.  It  might 
be  advisable  to  allow  a  flat  amount  service  charges 
of/  say  $1.00  per  contract  to  exclude  this  por¬ 
tion  of  the  charge  from  the  amount  required  to  be 
expressed  in  annual  rate  form.  If  this  is  not 
feasible,  the  main  purpose  of  the  legislation 
could  be  achieved  by  exempting  all  amounts  under 
$50.00  from  its  provisions,  while  preventing 
evasion  through  the  writing  of  numerous  small 
contracts  below  the  exemption  limit. 

While  we  recognize  that  there  is  great  diffi¬ 
culty  in  calculating  the  exac.t  charge  if  use  is 
made  of  a  revolving  credit,  there  is  no  reason 
why  the  customer  cannot  be  shown  the  effective 
charge  if  he  follows  a  typical  plan.  Borrowers 
may  indeed  be  more  interested  in  the  dollar 
amounts  of  the  finance  charges  and  monthly  pay¬ 
ments  than  in  the  effective  interest  rate,  but 
it  will  certainly  not  do  any  harm  —  and  may  well 
do  much  good  —  to  let  them  know  the  effective 
rate  as  well.  The  distribution  of  approved  rate 
books  by  the  grantors  of  credit  would  minimise 
any  difficulties  of  calculation  from  their  point 
of  view. 

Nor  are  we  impressed  with  the  argument  that 
requiring  disclosure  would  raise  the  cash  price 
of  an  article,  and  thus  lead  to  the  concealment 
of  the  effective  interest  rate.  We  believe  that, 
as  now,  effective  competition  will  keep  the  cash 
price  at  realistic  levels,  biat  in  order  to  pro¬ 
tect  against  the  possibility  of  merchants  using 
inflated  cash  prices  for  the  purpose  of  calculat¬ 
ing  interest,  the  Act  (The  Small  loans  Act  of 
Canada)  should  contain  a  provision  that  the  price 
of  the  article  must  be  that  at  which  cash  trans¬ 
actions  are  normally  carried  out.  Finally,  this 
legislation  should  impose  stiff  penalties  for 
excessive  charges  or  failure  to  disclose.  At  the 
least  the  lender  should  forfeit  all  principal  and 
interest  on  illegal  transactions.  In  addition, 
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fines  should  be  imposed  and,  as  now,  the  authori¬ 
ties  should  have  the  power  to  suspend  the  licenses 
of  lending  institutions  in  cases  of  flagrant  vio¬ 
lation  „  " 

Interest  Disclosure  Legislation  in  the  United  States 
The  position  of  an  American  State  is  basically 
different  from  that  of  a  Canadian  Province  in  that  each 
State  can  issue  Bank  charters  and  enact  legislation  which 
sets  maximum  rates  and  charges  on  all  types  of  loans  in¬ 
cluding  loans  and  advances  to  consumers,  while  a  Canadian 
Province  can  go  no  further  than  requiring  retailers  and 
certain  lending  institutions  to  disclose  their  charges  to 
the  purchaser  or  borrower. 

Last  July  I  inter viewed  State  Officers  of  Minnesota 
at  St0  Paul  but  with  no  useful  results  as  far  as  our  studies 
of  interest  disclosure  are  concerned.  At  its  last  Session 
the  Minnesota  Legislature  considered  and  defeated  a  Bill 
to  require  disclosure  of  charges  in  terms  of  a  rate  of 
simple  interest,  and  similar  Bills  in  Wisconsin,  South 
Dakota  and  North  Dakota  were  also  defeated. 

The  State  Treasurer  of  Minnesota  suggested  that 
whenever  we  wish  to  obtain  authentic  up  to  date  information 
regarding  any  legislation  passed  by  an  American  State  we 
should  address  our  enquiries  to  The  Council  of  State 
Governors,  1313  -  East  60th  Street,  Chicago  37,  Illinois, 
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This  year  the  Legislature  of  New  Mexico  passed  an 
Act  which  sets  forth  in  detail  maximum  charges  in  terms 
of  dollars  and  cents  on  various  types  of  consumer  credit 
transactions i  but  does  not  require  disclosure  in  terms  of 
a  rate  of  simple  interest*  If  we  could  set  such  limits 
in  Albert a ,  this  Act  would  probably  be  a  good  model. 

A  book  written  last  year  by  Dr.  E.R.  McAlister, 
Assistant  Professor  of  Business  Administration  at  the  North 
Texas  State  University  entitled  "Retail  Instalment  Credit 
Growth  and  Legislation"  and  published  by  the  Ohio  State 
University  Bureau  of  Business  Research  contains  a  digest 
of  consumer  credit  legislation  in  all  American  States  as 
well  as  proposed  Federal  legislation  including  the  "Truth 
in  Lending"  Bill  sponsored  by  Senator  Douglas  of  Illinois. 
The  International  Consumer  Credit  Association 

On  July  26th,  1965,  I  called  at  the  head  office  of 
the  International  Consumer  Credit  Association  in  St. Louis, 
Missouri,  and.  interviewed  senior  officials  of  this  organ¬ 
ization  including  Mr.  William  K.  Blake,  the  Executive 
Vice-President.  ICCA  claims  that  it  is  the  only  voluntary 
Association  serving  the  entire  world  of  consumer  credit. 

All  organizations  that  have  an  interest  of  any  kind  in  the 
field  of  credit  including  credit  grantors,  consumer  leagues 
and  credit  bureaus  are  accepted  as  members  and  affiliates. 
With  such  a  broadly  based  membership  and  cosmopolitan  out¬ 
look  it  was  not  surprising  to  find  that  this  Association 


& . 


t  £ 


•V 


J 


has  adopted  a  non-commital  "wait  and  see"  attitude  on  the" • 
subject  of  interest  disclosure* 


The  head  office  of  XCCA  st  St*  Louis  has  on  file  a 
vast  accumulation  of  up-to-date  information  on  consumer 
credit  in  ail  parts  of  the  United  States  and  Canada*  Its 
main  function  appears  to  be  the  gathering  and  distributing 
of  information  on  credit  and  to  publish  the  highlights  in 
its  monthly  magazine  "The  Credit  World"  which  has  a  cir¬ 
culation  of  57,500*  The  July  issue  of  this  magazine  con¬ 
tains  the  complete  text  of  the  latest  "Truth  in  Lending" 
Bill  sponsored  by  Senator  Douglas  and  carries  an  editorial 
by  the  President  of  the  Association,  Mr.  Hugh  M„  Martin* 


The  text  of  this  editorial  is  as  follows 


"For  about  seven  years  now.  Sen*  Paul  H. 
Douglas  (D-Ill.)  has  been  the  outstanding  ex¬ 
ponent  of  a  particular  formula  for  credit  dis¬ 
closure  of  interest  and  service  charges*  Per¬ 
ennially  he  has  worked  to  force  compulsory  ad¬ 
option  of  this  single  formula  on  all  those  who 
grant  business  or  personal  credit  by  entering 
what  he  calls  a  "Truth  in  Lending"  bill  in  each 
succeeding  session  of  Congress  and  diligently 
advocating  its  passage. 


Other  advocates  of  this  credit  disclosure 
formula  have  promoted  its  adoption  at  the  state 
and  provincial  level  throughout  the  United  States 
and  Canada*  To  date,  all  legislation  of  this  type 
has  failed  to  pass,  with  the  recent  exception 
of  Nova  Scotia,  where  a  "truth  in  lending"  meas- 

but  is  not 
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On  July  12,  1965,  Senator  Douglas  entered 
the  latest  and  most  moderate  version  of  his  bill, 
S.2275,  in  the  U.S*  Senate*  Earlier,  four  other 
versions  of  the  proposed  measure  (H*R*  11,155, 
8332  and  8703)  were  introduced  in  the  House  of 
Representatives  for  consideration  during  the  89th 
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Congress*  All  of  these  bills  differ  onlys  1) 
in  the  degree  of  authority  which  would  be  vested 
in  the  Federal  Reserve  Board  to  administrate  the 
law,  if  adopted;  and  2)  in  the  degree  which  those 
who  grant  revolving  and  open-end  credit  would  be 
allowed  to  vary  from  the  formula  for  disclosure 
of  the  simple  annual  rate  or  rates  which  will 
be  required  of  all  types  of  credit  granters. 

The  complete  text  of  S.  2275  is  published 
in  this  issue  --  without  comment  or  analysis. 

Every  credit  executive  -  consumer  credit  or 
otherwise  -  is  urged  to  read  the  wording  of 
this  bill  carefully.  Few  of  us  are  attorneys, 
so  some  may  wish  to  consult  lawyers  for  pro¬ 
fessional  evaluation  of  what  bearing  this  bill 
would  have  on  our  current  methof  of  conducting 
our  credit  operations.  And,  of  course,  credit 
executives  should  consult  with  management  to 
advise  on  what  attitude  each  individual  firm 
ought  to  take  towards  this  measure. 

Attention  on  all  "truth  in  lending"  legis¬ 
lation  tends  to  focus  on  the  portions  which 
specify  the  formula  for  disclosure  of  service 
charges  and  interest,  and  as  a  consequence  other 
portions  are  generally  ignored.  This  is  un¬ 
fortunate,  since  all  of  us  have  a  personal 
interest  at  stake  in  the  portion  which  deals 
with  "penalties. " 

I  think  that  every  credit  executive  should 
pay  particular  attention  to  that  portion  and 
then  relate  it  to  the  definitions  of  "person" 
"creditor",  "credit"  and  "finance  charge"  as 
presented  in  this  bill.  Careful  study  of 
these  parts  may  shock  many  credit  executives, 
owners  of  businesses  and  management  officials 
into  a  realization  that  this  bill  proposes  to 
to  make  most  traditional  methods  of  credit 
disclosure  a  federal  crime  -  punishable  both 
by  fine  and  personal  imprisonment. 

It  seems  to  me  that  any  legislative  pro¬ 
posal  that  would  subject  you  to  the  danger  of 
going  to  jail  for  continuing  to  do  business 
in  a  fashion  which  you  consider  as  honest  and 
ethical  ought  to  deserve  your  most  intense 
attention.  This  is  one  of  the  reasons  why 
this  publication  gives  so  much  space  continuously 
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to  articles  and  reports  bearing  on  the  subject 
of  credit  disclosure  and  legislation  which 
affects  it. 

Congressmen  and  Senators  don’t  like 
"pressure"  but  they  do  appreciate  court¬ 
eous  expressions  both  pro  and  con  any  bill. 

When  you  have  carefully  considered  S.  2275 
yourself,  they  will  be  glad  to  >ear  from 
you,  whether  your  opinions  are  personal  or 
express  the  attitude  of  your  firm. " 

The  opinions  expressed  by  Mr.  Blake  and  other 
officials  of  the  XCCA  whom  I  interviewed  on  July  26th 
may  be  summarized  as  follows? 

(1)  Credit  unions  in  the  United  States  do  not  en¬ 
joy  the  generally  favorable  reputation  that  they 
have  earned  in  Canada.  Instances  were  cited  of 
American  Credit  Unions  that  have  fallen  into  dis¬ 
repute  with  their  members  and  the  public. 

(2)  The  credit  explosion  of  recent  years  has 
assisted  greatly  in  boosting  the  economy  of 
the  United  States  and  Canada  to  present  levels. 
Because  the  increased  volume  in  the  savings 

of  the  people  exceeds  increased  volume  in  the 
use  of  consumer  credit  further  expansion  of 
consumer  credit  would  not  be  dangerous. 

(3)  Under  present  conditions  credit  may  be  tailor 
made  in  a  great  variety  of  ways  to  suit  the 
needs  of  the  individual  buyer  or  borrower. 

If  the  1963  amendments  to  our  Act  are  en¬ 
forced  they  may  well  have  the  effect  of 
restricting  and  curtailing  the  use  of  con¬ 
sumer  credit  which  might  in  time  have  a 
serious  adverse  effect  on  our  economy. 

(4)  Penalties  provided  by  our  Act  which  include 
prison  terms  are  too  severe. 

In  dealing  with  the  subject  of  interest  disclosure 
legislation  in  the  United  States  a  study  conducted  by 
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at  the  Graduate  School  of  Business  Administration  at 
Michigan  State  University  should  be  noted.  In  excerpts 
from  this  study  which  may  be  obtained  from  the  Graduate 
School  of  Business,  Columbia  University,  Box  317,  New 

V- 

York  27,  N.Y.  and  which  have  been  widely  circulated  in 
Canada  by  the  Federated  Council  of  Sales  Finance  Companies, 

321  Bloor  Street  East,  Toronto  5,  Ontario,  Dr.  Johnson 
states  as  follows s 

"Conversion  of  dollar  finance  charges  to 
annual  rates  requires  the  use  of  mathematical  * 

tables  or  formulas.  If  it  is  assumed  that  the 
finance  charge  is  interest,  the  actuarial  method 
is  the  only  legally  correct  method  and  the  only 
method  giving  a  rate  that  is  comparable  with 
interest  rates  in  other  fields.  This  approach 
involves  tedious  calculations.  Various  formulas 
are  available  that  approximate  the  results  ob- 
tained  by  the  actuarial  or  annuity  method.  Un¬ 
fortunately,  the  simpler  formulas,  such  as  the 
constant  ratio  method,  give  a  relatively  poor 
approximation  to  the  actuarial  rate  on  contracts 
carrying  the  longer  and  most  popular  maturities. 

Any  suitable  formula  would  be  difficult  to  apply 
to  the  many  consumer  credit  transactions  that 
are  not  uniform  or  standard.  These  calculations 
would  be  beyond  the  ability  of  most  sales  clerks 
and  consumers. 

There  is  no  question  that  consumers  should 
be  told  the  cost  of  their  credit  whenever  poss¬ 
ible.  Nothing  written  here  should  be  taken  to 
justify  those  cases  in  which  the  finance  charge 
could  be  stated  in  some  manner,  but  is  concealed. 

The  writer's  personal  preference  is  for  a  state¬ 
ment  of  the  dollar  charge  or  the  dollar  cost 
per  $100  per  annum.  When  it  is  not  possible  to 
state  the  cost  in  this  fashion,  the  consumer 
should  be  told  prior  to  the  time  credit  is 
granted  the  method  by  which  the  finance  charges 
are  calculated.  Fortunately,  these  forms  of 
disclosure  are  a  rather  common  practice. 


. 
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In  summary,  treatment  of  the  consumer 
finance  charge  as  a  service  charge,  rather 
than  as  interest,  is  consistent  with  the 
dominance  of  the  risk  and  service  components 
in  the  charge 0  The  interest -rate  form  of 
statement  is  certainly  not  an  effective 
counter-cyclical  device.  Rather  than  enabling 
consumers  to  shop  more  effectively  for  credit, 
statement  of  finance  charges  as  annual  rates 
will  lead  consumers  to  compare  rates  that  are 
uncomparable  and  to  shop  less  widely  for  credit 
than  they  do  now „  A  measure  that  is  merely 
ineffectual  is  relatively  harmless?  a  measure 
that  also  allows  consumers  to  be  deluded  while 
pretending  to  protect  them  is  wicked,,  It 
allows  the  unscrupulous  minority  of  credit 
grantors  to  whittle  away  at  the  competitive 
position  of  the  honest  majority  and  to  deceive 
unsuspecting  consumers  under  a  halo  of  legality. " 

Findings 

From  the  studies  that  I  have  made  during  the  past 

year  I  am  satisfied  that s 

(1)  In  the  United  States  some  States  have  passed 
legislation  setting  maximum  rates  in  terms  of 
dollars  and  there  is  apparently  a  strong  con¬ 
sensus  of  ooinion  among  the  States  that  any 
legislation  to  require  disclosure  in  terms  of 

a  rate  of  interest  should  be  enacted  by  Congress 
in  order  that  such  requirement  may  be  uniform 
throughout  the  country 0 

(2)  No  Province  of  Canada  except  Alberta  nor  any 
State  of  the  United  States  has  passed  legislation 
which  requires  credit  grantors  to  disclose  their 
charges  in  terms  of  a  rate  of  interest.  If  the 


. 
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1963  amendments  to  the  Credit  and  Loan  Agreements 
Act  are  proclaimed  this  year  Alberta  will  in  all 
probability  be  the  first  jurisdiction  in  Worth 
rimer ic a  to  implement  such  legislation. 

(3)  Proclamation  of  the  1963  amendments  to  the  Credit 
and  Loan  Agreements  Act  is  strongly  supported  by 
the  Credit  Unions,  Consumers  Associations,  the 
Farm  Organisations  and  the  Labour  Unions  of  the 
Province,  and  is  no  longer  strenuously  opposed 

by  retailers  and  finance  companies. 

(4)  Recent  major  enquiries  with  respect  to  interest 
disclosure  in  Canada  have  all  concluded  that  the 
charge  for  buying  on  time  or  borrowing  should  be 
stated  both  in  dollars  and  as  a  rate  of  interest. 

(5)  While  the  Royal  Commission  on  Banking  and  Finance 
(the  Porter  Commission)  has  recommended  that 
legislation  requiring  disclosure  in  terms  of  a 
rate  of  interest  be  enacted  by  Parliament  in  the 
form  of  amendments  to  the  Small  Loans  Act  there 
is  no  indication  that  the  Federal  Government  is 
likely  to  take  any  action  in  the  near  future  to¬ 
wards  implementing  this  recommendation. 
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(6)  Satisfactory  formulas  for  interest  disclosure 
in  accordance  with  the  Alberta  Credit  and  Loan 
Agreements  Act  are  available  and  the  work  done 
by  Financial  Computers  and  Publishers  at  Ottawa 
clearly  demonstrate  that  simple  and  practical 
tables  based  on  these  formulas  can  be  prepared 
for  the  use  of  credit  grantors. 

(7)  Regulations  pursuant  to  Section  5a  of  the  Credit 
and  Loan  Agreements  Act  should  be  passed  in  the 
near  future  but  should  not  come  into  force  for 
at  least  one  year  in  order  that  credit  grantors 
may  have  ample  opportunity  to  make  the  pre¬ 
parations  necessary  to  comply  with  these 
regulations  and  to  make  the  representations 
with  respect  to  the  terms  and  provisions  of 

the  regulations  and  the  Act  itself.  When  such 
regulations  are  passed  copies  should  be  widely 
distributed  for  the  information  of  credit 
grantors  and  all  other  interested  parties.  In 
distributing  these  regulations  it  should  be 
made  clear  to  all  concerned  that  if  and  when 
Parliament  enacts  legislation  requiring  dis¬ 
closure  on  a  uniform  basis  across  the  country 
Alberta  will  withdraw  its  requirements  or 
amend  them  to  conform  with  Federal  legislation. 


•  •  } 
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(3)  While  they  are  excluded  under  the  Act  the 
Treasury  Branches  should  be  asked  to  co¬ 
operate  in  observing  the  Act  and  the  proposed 
regulations. 

(9)  Steps  should  be  taken  as  soon  as  possible 

during  the  next  fiscal  year  to  examine,  super¬ 
vise  and  report  on  the  operations  of  credit 
grantors  in  the  Province  to  ensure  that  the 
terms  and  provisions  of  the  Credit  and  Loan 
Agreements  Act  are  observed,  and  to  enforce 
compliance  with  the  Act  when  and  where  necessary. 

(10)  The  Government  of  Alberta  should  actively  co¬ 
operate  with  the  Governments  of  other  Provinces 
in  developing  interest  disclosure  legislation 
and  regulations  and  join  with  other  Provinces 
in  efforts  to  secure  Federal  legislation  which 
will  apply  to  all  lending  institutions  and 
credit  grantors  as  recommended  by  the  Royal 
Commission  on  Banking  and  Finance. 

Recommendat ions 

In  accordance  with  the  information  and  findings 
summarized  above  I  would  specifically  recommend  as 


follows  s 
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(1)  That  the  Lieutenant  Governor  in  Council  issue 
a  proclamation  before  December  31st,  1965, 
declaring  that  certain  amendments  to  the  Credit 
and  Loan  Agreements  Act  passed  by  the  1963  and 
the  1965  Sessions  of  the  Legislature  shall  come 
into  force  on  January  1st,  1967,  and  at  the  same 
time  approve  the  following  regulations  pursuant 
to  Section  5a  of  the  Act  to  come  into  force  on 
the  same  date  s 

THE  CREDIT  AND  LOAN  AGREEMENTS  ACT 
Prescribed  Formulas 
Section  5a 

TIME  SALE  AND  LOAN  AGREEMENTS 

1.  In  agreements  where  repayment  of  the  amount 
actually  advanced  and  payment  of  all  charges 
added  thereto  are  blended  into  equal  instal¬ 
ments  which  fall  due  at  regular  intervals  the 
rate  of  simple  interest  on  unpaid  balances 
shall  be  determined  and  given  in  accordance 
with  the  Constant  Ratio  Formula  set  forth 
hereunder  s 

R  =  __  200nl _ _ 

P(t  +  1) 

R  =  rate  of  simple  interest  per  centum 
per  annum „ 

n  =  number  of  instalments  in  one  year. 


'  J  .* 


f 


31  - 


I  =  total  charges  added  to  the  amount 
actually  advanced. 

P  =  unpaid  balance  of  the  amount  actually 
advanced . 

t  =  total  number  of  instalments. 

2.  In  agreements  where  the  amount  actually  advanced 
is  to  be  repaid  by? 

(a)  equal  instalments  at  irregular  intervals?  or, 

(b)  unequal  instalments  at  regular  intervals?  or, 

(c)  unequal  instalments  at  irregular  intervals 
all  charges  added  thereto  shall  be  stated  as  a 
rate  of  interest  per  centum  per  annum  on  the 
unpaid  balance  of  the  amount  actually  advanced. 

The  amount  of  such  interest  added  to  each  in¬ 
stalment  shall  be  determined  in  accordance  with 
the  Actuarial  Formula  set  forth  hereunder? 

A  =  RPD 
36500 

A  =  amount  of  interest  added  to  instalment 

R  =  rate  of  simple  interest  per  centum 
per  annum 

P  =  unpaid  balance  of  amount  actually  advanced 

D  =  number  of  days  that  unpaid  balance  of  amount 
actually  advanced  has  been  outstanding. 

3.  Any  system  of  tables  or  any  mechanical  device 
accurately  compiled  or  constructed  in  accordance 

with  the  aforesaid  Formulas  may  be  used  for  ease 
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of  calculation  in  applying  these  formulas. 

(2)  That  amendments  to  the  Credit  and  Loan  Agreements 
Act  be  submitted  to  the  1966  Session  of  the  Legis¬ 
lature  providing  for  the  appointment  of  a  Supervisor 
of  Credit  to  be  responsible  for  administering  the 
Act  and  for  making  a  study  to  determine  the  need 
for  a  system  to  license  all  credit  grantors  in  the 
Province. 

(3)  That  the  Provincial  Budget  for  1966/67  include  an 
appropriation  in  the  estimates  of  the  Treasury 
Department  to  cover  salaxy  and  expenses  of  a 
Supervisor  of  Credit  and  his  staff  so  that  appoint¬ 
ments  can  be  made  as  soon  as  possible  after  April 
1st,  1966. 
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THE  CREDIT  AND  LOAN  AGREEMENTS  ACT 

CHAPTER  66 

An  Act  respecting  Agreements  Relating  to  Sales  on 
Time  and  to  Cash  Leans 

1.  This  Act  may  be  cited  as  “ The  Credit  and  Loan  Agree¬ 
ments  Act” .  [1954,  c.  19,  s.  1] 

2.  In  this  Act, 

(a)  “agreement  to  sell”  means  a  contract  of  sale  in 
writing  whereby  the  transfer  of  the  property  in 
the  goods  is  to  take  place  at  a  future  time  or  sub¬ 
ject  to  some  condition  thereafter  to  be  fulfilled ; 

( b )  “commercial  property”  means  land,  buildings  and 
the  equipment  thereof  used  for  industrial,  commer¬ 
cial  or  business  purposes  or  for  the  purpose  of  pro¬ 
ducing  revenue,  but  does  not  include  single  or  double 
family  dwelling  units; 

( c )  “cost  of  the  loan”  means  the  whole  of  the  cost  of 
the  loan  to  the  borrower  whether  the  same  is  ex¬ 
pressed  as  a  rate  per  centum  per  annum  or  is  claimed 
as  discount,  deductions  from  an  advance,  com¬ 
mission,  brokerage,  chattel  mortgage  and  recording 
fees,  fines,  penalties  or  charges  for  enquiries,  de¬ 
faults  or  renewals  or  otherwise  and  whether  paid  to 
or  charged  by  the  lender  or  paid  to  or  charged  by 
any  other  person  and  whether  fixed  or  determined 
by  the  contract  itself  or  in  w’hole  or  in  part  by 
any  collateral  contract  or  document  by  which  the 
charges,  if  any,  imposed  under  the  contract  or  the 
terms  of  the  loan  are  effectively  varied ; 

(d)  “loan  agreement” 

(i)  means  a  chattel  mortgage,  agreement,  bill  of 
sale  or  other  instrument,  document,  or  memo¬ 
randum  in  writing  evidencing  a  loan  of  money, 
or  made  or  given  as  security  for  a  loan  of 
money,  but 

(ii)  does  not  include  a  bill  of  exchange  or  a  real 
property  mortgage ; 

(e)  “sale”  means  a  sale  within  the  meaning  of  The 
Sale  of  Goods  Act ; 

(/)  “time  sale”  means  a  sale  or  an  agreement  to  sell 
whereby  the  purchase  price  and  charges  in  addition 
to  the  purchase  price,  if  any,  are  to  be  paid  within 
a  fixed  period  by  three  or  more  payments  any  one 
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of  which  does  not  equal  the  full  amount  first  owing 
by  the  buyer  on  the  sale  or  the  agreement  to  sell ; 

( g )  “time  sale  agreement”  means  any  document  or 
memorandum  in  writing  evidencing  a  time  sale. 

1 1954,  c.  19,  s.  2] 


PART  1 

TIME  SALE  AGREEMENTS 

3.  This  Act  does  not  apply 

(a)  to  sales  made 

(i)  by  a  manufacturer  or  distributor  to  a  whole¬ 
saler,  or 

(ii)  by  a  distributor  or  wholesaler  to  a  retailer, 
or 

(5)  to  a  sale  for  an  amount  less  than  one  hundred 
dollars.  f  1954,  c.  19,  s.  3] 

4.  (1)  A  time  sale  agreement  shall  set  out  in  writing,  or 
in  printing  not  smaller  than  ten  point  print,  and  arranged 
in  accordance  with  Form  A  in  the  Schedule  or  in  a  form 
to  the  like  effect 

(a)  the  regular  cash  selling  price  as  it  appears  at  the 
date  of  the  sale  in  advertisements,  labels,  price  lists, 
catalogues  and  other  price  marks  of  the  seller  and 
as  required  from  a  cash  buyer  including  the  cost 
of  transportation  and  installation  of  the  thing  sold, 
if  that  cost  is  charged  to  the  buyer, 

( b )  the  selling  price  on  a  time  sale,  exclusive  of  the 
amounts  referred  to  in  clauses  (d)  to  (h) ,  if  the 
selling  price  on  a  time  sale  differs  from  the  regular 
cash  selling  price, 

(c)  the  amount  of  the  initial  payment  by  the  buyer 
with  separate  mention  of 

(i)  the  amount  paid  in  money  by  the  buyer,  and 

(ii)  the  amount  credited  to  the  buyer  on  the  giving 
by  the  buyer  of  any  article  or  thing  to  the 
seller, 

(d)  the  amount  of  the  balance  of  the  price  on  the 
time  sale  to  be  paid  by  the  buyer, 

(e)  the  amount,  if  any,  charged  separately  for  insur¬ 
ance  with  respect  to  the  time  sale, 

(/)  the  amount,  if  any.  charged  for  recording  or  filing 
documents  relating  to  the  time  sale, 

(fir)  the  amount,  if  any,  charged  the  buyer  by  the  seller 
for  the  privilege  of  purchasing  on  a  time  sale, 

(h)  the  total  of  the  unpaid  balance  to  be  paid  the  seller 
with  mention  of 

(i)  the  amounts  by  which  the  unpaid  balance  is  to 
be  paid,  and 
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(ii)  the  period  at  which  these  amounts  are  to  be 
paid, 

(i)  the  aggregate  of  the  price  on  the  time  sale,  being 
the  selling  price  referred  to  in  clause  (5)  with 
all  the  costs  set  out  pursuant  to  clauses  (d)  and  (h) 
added  thereto,  and 

O')  the  total  additional  charge,  if  any,  other  than  court 
costs,  to  be  paid  by  the  buyer  in  the  event  of  default, 
expressed  as  a  money  charge  or  as  a  rate  per 
centum  per  annum  on  the  balance  from  time  to 
time  owing  by  the  buyer. 

(2)  If  the  transportation  or  installation  costs  referred 
to  in  clause  (a)  of  subsection  (1)  are  charged  to  the 
buyer,  these  costs  shall  be  separately  set  out  in  the  time 
sale  agreement.  1 1954,  c.  19,  s.  4] 

5.  If  a  seller  fails  to  comply  with  the  provisions  of  sec-  penalty 
tion  4  he  is  guilty  of  an  offence  and  liable  on  summary 
conviction  to  a  fine  of  not  more  than  five  hundred  dollars 
and  in  default  of  payment  to  imprisonment  for  a  term  not 
exceeding  six  months.  f  1954,  c.  19,  s.  5] 


PART  II 


LOAN  AGREEMENTS 

6.  This  Act  does  not  apply  to  pncatiEn 

(а)  loans  made  by  banks  incorporated  under  the  Bank  of  Act 
Act  (Canada), 

(б)  loans  made  to  a  manufacturer,  distributor,  whole¬ 
saler  or  retailer  in  the  course  of  his  business  and 
upon  the  security  of  his  stock  or  inventory  or  any 
part  thereof, 

(c)  loans  repayable  in  one  or  more  payments  on  which 
the  whole  cost  of  the  loan  to  the  borrower  is  ex¬ 
pressed  as  a  rate  per  centum  per  annum  on  the 
amount  actually  advanced  to  the  borrower  and  de¬ 
clining  balances  thereof  from  time  to  time  out¬ 
standing,  if  no  other  charges  of  any  kind  are  to  be 
paid  by  the  borrower, 

(d)  loans  made  under  or  subject  to  the  Small  Loans 
Act  (Canada), 

(e)  loans  made  by  treasury  branches  established  under 
The  Treasury  Branches  Act , 

(/)  loans  made  by  credit  unions  incorporated  by  or 
under  statutory  authority, 

( g )  loans  made  solely  upon  the  security  of  real  property, 

(h)  loans  made  by  pawnbrokers  in  the  ordinary  course 
of  their  business,  or 

( i )  loans  made  on  the  security  of  commercial  pro¬ 
perty.  [1954,  c.  19,  s.  6] 
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7.  A  loan  agreement  shall,  in  writing  or  in  printing  not 
smaller  than  ten  point  print,  set  out 

(a)  the  principal  amount  of  the  loan, 

(b)  the  amount  of  money  the  borrower  will  actually 
receive  in  respect  of  the  loan, 

(c)  the  amounts  of  any  insurance  or  other  charges  that 
are  to  be  paid  by  the  borrower  and  that  are  addition¬ 
al  to  and  not  included  in  the  cost  of  the  loan, 

( d )  the  whole  cost  of  the  loan  to  the  borrower  expressed 
either 

(i)  as  a  money  charge,  or 

(ii)  as  a  rate  per  centum  per  annum  on  the  amount 
actually  advanced  to  the  borrower  and  declin¬ 
ing  balances  thereof  from  time  to  time  out¬ 
standing, 

(e)  the  total  amount  of  money  that  the  borrower  will  be 
required  to  repay, 

(/)  the  amounts  in  which  and  the  periods  at  which  the 
borrower  will  be  required  to  repay  the  lender,  and 

( g )  the  total  additional  charge,  if  any,  other  than  court 
costs,  to  be  paid  by  the  borrower  in  the  event  of 
default  expressed  as  a  money  charge  or  as  a  rate 
per  centum  per  annum  on  the  balance  from  time 
to  time  owing  by  the  borrower.  [1954,  c.  19,  s.  7] 

8..  If  a  loan  agreement  does  not  contain  the  particulars 
required  by  section  7  the  lender  for  whose  benefit  the  loan 
agreement  was  made  is  guilty  of  an  offence  and  liable  on 
summary  conviction  to  a  fine  of  not  more  than  five  hundred 
dollars  and  in  default  of  payment  to  imprisonment  for  a 
term  not  exceeding  six  months.  [1954,  c.  19,  s.  8] 


SCHEDULE 
FORM  A 
(Section  4) 


Name  and  address  of  seller . 

Name  and  address  of  buyer  . 

Description  of  goods  sold  . 

a.  (1)  Cash  selling  price  $ 

(2)  Installation  charges  $ 

(3)  Transportation  charges  $ 


Total  delivered  and  installed  cash 
price 
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b.  Total  delivered  and  installed  price  on 
time  sale  $ 


c.  Initial  payment — Cash  $ 

Trade  In  $ 


d.  Balance  of  price  on  the  time  sale 

e.  Insurance  charges 

f.  Recording  or  filing  fees 

g.  (1)  Financing  charges 

(2)  Other  charges 

(Describe  purpose  and  . 

amount  attributable  . 

to  each  purpose)  . 


h.  Total  to  be  paid  in 

equal  . 

(monthly,  etc.) 
instalments  of  $ 

each  payable  on  the  . 


(number) 


$■ 

$ 

$■ 

$■ 

$• 

$• 

$• 

$■ 


i.  Aggregate  of  price  on  time  sale 

and  all  costs  added  thereto  $ . 

j.  Note:  In  the  event  of  default  in  payment  of  any  instal¬ 

ment  when  due  entire  balance  of  principal  shall  at 
option  of  seller  immediately  become  due  and 
payable  and  shall  thereafter  bear 

( (a)  a  financing  charge  of  $ .  per 

annum,  or) 

((b)  interest  at  the  rate  of . %  per  annum) . 

(j  to  be  set  out  only  if  required ) . 

L 1954,  c.  19,  Schedule,  Form  A] 


Printed  by  L.  S.  WALL,  Printer  to  the  Queen’s  Moat  Excellent  Majesty, 
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CHAPTER  14 

An  Act  to  amend  The  Credit  and  Loan  Agreements  Act 

( Assented  to  March  29,  1963) 

UER  MAJESTY,  by  and  with  the  advice  and  consent  of 
1  the  Legislative  Assembly  of  the  Province  of  Alberta, 
enacts  as  follows : 

1.  The  Credit  and  Loan  Agreements  Act,  being  chapter 
66  of  the  Revised  Statutes,  is  hereby  amended. 

2.  Section  2  is  amended 

(a)  by  adding  the  following  clause  after  clause  (b)  : 
(61)  “continuous  deferred  payment  plan”  means  an 

agreement  under  which  purchases  on  credit 
can  be  made  from  time  to  time  by  a  buyer, 
with  the  charges  in  addition  to  the  purchase 
price,  if  any,  being  computed  from  time  to  time 
in  relation  to  the  unpaid  balance  on  all  the 
purchases ; 

(b)  as  to  clause  (/)  by  striking  out  the  words  “within  a 
fixed  period”. 

3.  Section  3  is  struck  out  and  the  following  section  is  sub¬ 
stituted  : 

3.  This  Act  does  not  apply  to 

(a)  a  sale  for  an  amount  less  than  fifty  dollars,  or 

( b )  a  sale  made 

(i)  by  a  manufacturer  or  distributor  to  a  whole¬ 
saler,  or 

(ii)  by  a  manufacturer,  distributor  or  wholesaler  to 
a  retailer, 

or 

(c)  a  sale  of  fixtures,  furnishings  or  equipment  for  a 
commercial  property  or  a  sale  under  a  contract  for 
the  construction,  renovation,  repair  or  decoration  of 
commercial  property. 

4.  (1)  Section  4,  subsection  (1)  is  amended 

(a)  as  to  clause  (b)  by  striking  out  the  letters  and 
word  “(d)  to  ( h )”  and  by  substituting  the  letters 
and  word  “(d)  to  ( g )”, 
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(b)  as  to  clause  (i)  by  striking  out  the  letters  and  word 
“(d)  and  ( h )”  and  by  substituting  the  letters  and 
words  “(d)  to  (g)”, 

(c)  by  striking  out  the  word  “and”  at  the  end  of  clause 

(i)  and  by  adding  the  following  clause  immediately 
after  clause  (i)  : 

(il)  the  total  cost  to  the  buyer  above  the  regular 
cash  selling  price  expressed  as  the  equivalent  of 
simple  interest  (correct  to  within  one  per 
cent)  on  the  declining  balances  from  time  to 
time  outstanding,  and 

(d)  as  to  clause  (j)  by  striking  out  the  words  “as  a 
money  charge  or”. 

(2)  Section  4  is  further  amended  by  adding  the  following 
subsection  after  subsection  (2)  : 

(3)  Where  goods  are  purchased  under  a  continuous  de¬ 
ferred  payment  plan,  the  seller  shall  be  deemed  to  have 
complied  with  the  requirements  of  this  Act  if  the  terms  of 
the  plan  are  in  writing  and  if  the  plan  and  the  periodic  state¬ 
ments  and  the  other  documents  supplied  by  the  seller  to  the 
buyer,  or  any  one  or  more  of  them,  clearly  set  out 

(a)  the  particulars  mentioned  in  clauses  (a)  and  (b) 
of  subsection  (1), 

(b)  where  applicable,  the  particulars  mentioned  in 
clauses  (c) ,  (d) ,  (e) ,  (/)  and  (j)  of  subsection  (1), 

(c)  the  total  balance  owing  to  the  seller  by  the  buyer  as 
of  the  date  of  each  statement  supplied  by  the  seller 
and  the  amount  of  the  next  instalment  payable  under 
the  plan  and  the  date  by  which  it  is  required  to  be 
paid,  and 

(d)  the  charge,  if  any,  to  the  buyer  by  the  seller  for  the 
privilege  of  buying  under  a  continuous  deferred  pay¬ 
ment  plan  and  the  actual  amount  in  respect  of  which 
such  charge  is  applied. 

5.  The  following  section  is  added  after  section  4 : 

4a.  A  time  sale  is  not  rendered  void  or  unenforceable  by 
reason  only  of  a  failure  to  comply  with  this  Act,  but  in  such 
a  case 

(a)  the  buyer  is  not  obligated  to  pay,  and 

(b)  the  seller,  or  his  assigns,  has  no  right  to  recover, 
any  amount  in  excess  of  the  regular  cash  selling  price  of 
the  goods  sold  on  the  time  sale. 

6.  The  following  section  is  added  after  section  5 : 

5 a.  The  Lieutenant  Governor  in  Council  may  prescribe 
or  approve  formulas  or  tables  to  be  used  by  sellers  in 
determining  the  percentage  figure  required  to  be  given  on 
a  time  sale  pursuant  to  clause  (il)  of  subsection  (1)  of 
section  4. 
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7.  Section  7  is  amended 

(a)  by  striking  out  clause  ( d )  and  by  substituting  the 
following : 

( d )  the  whole  cost  of  the  loan  to  the  borrower  ex¬ 
pressed  as  a  rate  per  centum  per  annum  on  the 
amount  actually  advanced  to  the  borrower  and 
declining  balances  thereof  from  time  to  time 
outstanding, 

(b)  as  to  clause  ( g )  by  striking  out  the  words  “as  a 
money  charge  or”. 

8.  Form  A  in  the  Schedule  is  amended  by  adding  the  fol¬ 
lowing  immediately  after  item  i. : 

il.  The  extra  cost  of  buying  on  time  is  equal  to . % 

simple  interest  on  the  unpaid  balance  of  $ . 

9.  (1)  This  Act,  except  clauses  (c)  and  (d)  of  subsection 
(1)  of  section  4  and  sections  6,  7  and  8,  comes  into  force  on 
the  day  upon  which  it  is  assented  to. 

(2)  Clauses  (c)  and  ( d )  of  subsection  (1)  of  section  4  and 
sections  6,  7  and  8  come  into  force  on  a  date  to  be  fixed  by 
Proclamation. 


Printed  by  L.  S.  WALL,  Printer  to  the  Queen’s  Most  Excellent  Majesty, 

Edmonton,  Alberta,  1963 
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CHAPTER  18 

An  Act  to  amend  The  Credit  and  Loan  Agreements  Act 

(Assented  to  April  12, 1965) 

LJER  MAJESTY,  by  and  with  the  advice  and  consent  of 
1 1  the  Legislative  Assembly  of  the  Province  of  Alberta, 
enacts  as  follows : 

1.  The  Credit  and  Loan  Agreements  Act  is  hereby 
amended. 

2.  Section  5a  is  amended  by  adding  immediately  at  the 
end  thereof  the  words  “and  to  be  used  by  lenders  in  deter¬ 
mining  the  percentage  figure  required  to  be  given  on  a  loan 
pursuant  to  clause  (d)  of  section  7”. 

3.  This  Act  comes  into  force  on  a  date  to  be  fixed  by 
Proclamation. 
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Printed  by  L.  S.  WALL,  Printer  to  the  Queen’s  Most  Excellent  Majesty, 
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advisory  councils  to  assist  in  co-ordinating  the 
recommendations  of  separate  councils. 


(4)  Each  advisory  council  shall  consist  of 
such  number  of  persons  as  the  Governor  in  Council 
determines. 


9  After  a  date  to  he  fixed  by  the  Governor  in 
Council  every  credit  grantor  shall  disclose  in  a  con¬ 
spicuous  manner  and  in  a  prominent  place  on  docu¬ 
ments  relating  to  a  loan  the  cost  of  the  loan 


(a)  in  terms  of  simple  interest  per  annum 
calculated  in  the  manner  prescribed  by  the  regu¬ 
lations;  and 

(b)  in  terms  of  dollars  and  cents. 

10  After  a  date  to  be  fixed  by  the  Governor  in 
Council  every  credit  grantor  and  other  person  con¬ 
cerned  in  the  making  of  a  loan  shall  furnish  to  the 
debtor  a  statement  in  writing  of  all  the  fees  and 
charges  relating  to  the  loan  that  are  not  part  of  the 
cost  of  the  loan. 


tions 


11  The  Governor  in  Council  may  make  regu- 


(a)  providing  for  the  issue  of  licenses, 
which  may  be  of  different  types,  to  credit 
grantors ; 

(b)  requiring  a  credit  grantor  who  is  carry¬ 
ing  on  the  business  of  granting  credit  or  making 
loans  to  have  a  license  thait  is  in  force; 

(c)  prescribing  the  forms  of  application  for 
licenses,  the  information  to  be  supplied  by  appli¬ 
cants  therefor,  and  the  forms  of  licenses; 

(d)  prescribing  the  terms  and  conditions  of 
licenses  or  any  type  or  class  of  licenses; 
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(d)  “loan”  includes  money  advanced  on 
account  of  any  person  or  credit  granted  or  ad¬ 
vanced  to  any  person  in  any  transaction  that 
whatever  its  form  may  he  is  substantially  one  of 
money  lending  or  credit  granting  or  extending 
or  securing  the  repayment  of  money  so  advanced 
or  credit  so  granted  or  extended; 


(e)  “license”  means  a  license  issued  pur¬ 
suant  to  this  Act; 

(f)  “Registrar”  means  the  Registrar  of 
Credit. 


2  The  Governor  in  Council  may  appoint  a  per¬ 
son  to  be  Registrar  of  Credit. 


3  It  is  the  function  of  the  Registrar  and  he  has 
power  to 

(a)  exercise  general  supervision  over  credit 
granting  and  persons  engaged  in  business  as 
credit  grantors ; 

(b)  conduct  studies,  inquiries  and  surveys 
for  the  purpose  of  obtaining  information  as  to 

.  who  are  credit  grantors  in  the  Province,  con¬ 
cerning  their  methods  and  practices  of  carrying 
on  business,  and  to  keep  himself  informed  of 
developments  or  changes  in  the  business  of 
credit  granting; 

(c)  consult  with  and  co-operate  with  credit 
grantors  and  other  interested  persons  and  or¬ 
ganizations  to  assist  in  the  attainment  of  the 
purposes  of  this  Act; 

(d)  disseminate  information  respecting 
methods  of  obtaining  or  granting  credit,  the 
practices  of  credit  grantors,  the  costs  of  loans, 
the  facilities  available  for  obtaining  loans  or 
credit,  and  such  other  information  as  he  con- 
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siders  desirable  for  the  purpose  of  creating  an 
informed  public; 

(e)  perform  the  duties  and  exercise  the 
powers  imposed  or  conferred  upon  him  by  this 
Act  or  the  regulations ; 

(f)  perform  such  other  functions  as  are 
prescribed  by  the  Governor  in  Council. 

4  For  the  purpose  of  exercising  his  functions 
under  this  Act  the  Registrar  has  all  the  powers, 
privileges  and  immunities  of  a  Commissioner 
appointed  under  the  Public  Inquiries  Act. 

5  The  Registrar  or  a  person  authorized  by  him 
for  the  purpose  may  enter  the  premises  of  a  credit 
grantor  and  inspect  the  records  and  files  of  the 
grantor  and  make  copies  of  or  take  extracts  from  any 
books,  records  or  documents  on  those  files. 

6  To  assist  the  Registrar  in  performing  his 
functions  there  shall  be  appointed  in  accordance  with 
the  Civil  Service  Act  such  auditors,  accountants,  in¬ 
spectors,  clerks  and  other  persons  as  are  necessary. 

7  With  the  approval  of  the  Governor  in  Coun¬ 
cil  the  Registrar  may  engage  solicitors,  accountants, 
actuaries,  and  other  professionally  or  technically 
qualified  persons. 

8  (1)  The  Governor  in  Council  may  appoint 
advisory  councils  to  assist  and  advise  the  Registrar 
in  the  performance  of  his  functions. 

(2)  Separate  advisory  councils  may  be  ap¬ 
pointed  to  assist  and  advise  respecting  transactions 
relating  to  real  estate,  to  money  lending  and  to  retail 
credit. 


(3)  A  provincial  advisory  council  may  be 
appointed  from  among  the  members  of  separate 
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An  Act  Respecting  Credit 

(Assented  to  the  30th  day  of  March,  A.D.  1965) 


Be  it  enacted  by  the  Governor  and  Assembly 
as  follows : 

1  In  this  Act : 

(a)  “cost  of  a  loan”  means  the  whole  cost 
.  of  the  loan  to  the  debtor  whether  it  is  called 

interest  or  is  claimed  as  discount,  deduction 
from  an  advance,  commission  brokerage,  chattel 
mortgage  and  recording  fees,  fines,  penalties  or 
charges  for  inquiries,  defaults  and  renewals  or 
otherwise,  and  whether  paid  to  or  charged  by  the 
creditor  or  charged  by  any  other  interest,  and 
whether  fixed  or  returnable  by  the  loan  contract 
itself  or  in  whole  or  in  part  by  any  collateral  con¬ 
tract  or  document  by  which  the  charges,  if 
any,  imposed  under  the  loan  contract  or  the 
terms  of  the  repayment  of  the  loan  are  effec¬ 
tively  varied ; 

(b)  “credit  grantor”  includes  any  person 
carrying  on  the  business  of  making  loans  or 
granting  or  extending  credit,  either  as  his  prin¬ 
cipal  business  or  as  incidental  to  his  principal 
business,  and  the  assignee  of  any  claim  arising 
or  security  given  in  respect  of  money  lent  or 
credit  granted  or  extended,  but  does  not  include 
a  person  making  loans  or  granting  or  extending 
credit  for  which  no  charge  is  made  or  a  person 
making  loans  or  granting  or  extending  credit  in 
respect  of  the  sale  of  goods,  wrares  or  merchan¬ 
dise  intended  for  resale; 

(c)  “debtor”  means  a  person  to  whom  or 
on  whose  account  money  is  lent  or  credit  is 
granted  or  extended  and  includes  every  surety, 
and  endorser  or  other  person  liable  for  the  re¬ 
payment  of  money  lent  or  credit  granted  or 
extended  upon  any  agreement  or  collateral  or 
other  security  given  in  respect  thereof; 
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(e)  prescribing  license  fees; 

(f)  providing  for  the  suspension  or  can¬ 
cellation  of  licenses ; 

(g)  prescribing  forms  of  agreements,  as¬ 
signments,  and  other  instruments  and  docu¬ 
ments  to  be  used  by  credit  grantors ; 

■  t 

oo  requiring  a  credit  grantor  to  submit 
the  forms  of  credit  agreements,  instruments  and 
other  documenits  used  by  him  to  the  Registrar 
for  approval;  _ 

(i)  requiring  the  use  by  credit  grantors  of 
credit  agreements,  instruments  and  other  docu¬ 
ments  that  are  in  the  form  prescribed  by  the 
regulations  or  approved  by  the  Registrar; 

(j)  prescribing  the  manner  in  which  the 
cost  of  a  loan  in  terms  of  simple  interest  shall 
be  shown,  which  may  be  different  for  different 
types  of  credit  grantors  or  for  different  types 
of  business  carried  on  by  credit  grantors ; 

(k)  regulating  any  and  all  forms  of  adver¬ 
tising  by  credit  grantors  relating  to  the  making 
of  loans ; 

(l)  prescribing  the  form  and  content  of 
records  relating  to  the  making  of  loans  to  be 
kept  by  credit  grantors  and  the  length  of  time 
for  which  they  must  be  kept ; 

(m)  prescribing  the  reports  and  returns  to 
be  made  by  credit  grantors  and  requiring  them 
to  be  made  to  the  Registrar; 

(n)  respecting  the  charging  or  collecting  of 
finder’s  fees,  dealer’s  reserves,  and  similar  fees 
and  charges ; 

(o)  requiring  affidavits  respecting  actual 
considerations  and  amounts  of  loans  and  credit 
to  be  attached  to  and  form  part  of  agreements, 
instruments  and  other  credit  documents ; 
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(ip)  limiting  the  time  for  which  any  loan 
or  types  of  loans  may  be  made; 

(q)  requiring  credit  grantors  to  rebate  un¬ 
earned  interest  in  circumstances  set  out  in  the 
regulations ; 

(r)  providing  for  full  disclosure  of  the 
terms  and  costs  of  proposed  loans  and  postpone¬ 
ment  of  completion  of  transactions  involving 
loans  following  such  disclosure. 

12  Any  person  dissatisfied  with  a  decision  of 
the  Registrar  may  appeal  therefrom  to  a  judge  of 
the  county  court  for  the  district  in  which  the  person 
resides  or  carries  on  his  principal  business  and  the 
decision  of  the  judge  shall  be  final. 

13  Every  person  who  violates  any  provision  of 
this  Act  or  the  regulations  is  liable  for  a  first  offence 
to  a  penalty  of  not  more  than  one  thousand  dollars 
and  in  default  of  payment  to  imprisonment  for  not 
more  than  three  months,  and  for  a  second  or  subse¬ 
quent  offence  is  liable  to  a  penalty  of  not  less  than 
one  thousand  dollars  and  not  more  than  five  thous¬ 
and  dollars  and  in  default  of  payment  to  imprison¬ 
ment  for  not  less  than  one  month  and  not  more  than 
twelve  months. 

14  The  purpose  and  intent  of  this  Act  are  to 
ensure,  as  far  as  is  possible,  that  persons  borrowing 
or  receiving  credit  from  credit  grantors  shall  be  fully 
informed  of  all  the  terms  and  conditions  upon  which 
the  lending  or  granting  of  credit  is  made,  to  prevent 
concealed  charges  for  loans  and  credit,  to  bring  about 
equality  of  knowledge  or  opportunity  for  obtaining 
knowledge  as  between  lenders  and  borrowers  while 
preserving  freedom  of  contract  and  the  right  of 
lenders  and  credit  grantors  to  make  fair  and  reason¬ 
able  charges  for  money  lent  and  credit  granted. 

15  This  Act  shall  cease  to  have  effect  on  the 
first  day  of  July,  1966. 
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May  3,  1965 


Mr.  J.  J.  Frawley,  Q.C., 
lUO  Wellington  Street, 

Ottawa,  Ontario. 

Dear  Sir: 

We  want  to  thank  you  for  meeting  with  us  on  Monday,  April  12,  1965, 
to  discuss  the  ,!Table  Showing  the  Amount  of  Loan,  Dollar  Add-On  Charges 
and  the  Equivalent  Simple  Interest  Rate",  prepared  by  us  to  comply  with 
the  requirements  of  "The  Credit  and  Loan  Agreements  Act"  of  the  Province 
of  Alberta. 

After  the  meeting  you  requested  that  we  write  you  a  letter  enclosing 
an  extract  from  this  table  for  submission  to  your  Provincial  Secretary, 
The  Honourable  Anders  0.  Aalberg. 


In  accordance  with  your  request,  we  respectfully  submit  to  The 
Honourable  Provincial  Secretary  of  Alberta  an  extract  of  the  table  and 
an  explanation  of  its  operation. 

Operation  of  the  Table 

The  table  is  simple  in  its  operation.  No  calculations  whatsoever  are 
required  by  the  borrower  or  the  lender.  The  extreme  two  columns  on  the 
left  side  of  the  page  are  headed  "Amount  of  Loan".  The  minimum  amount  of 
the  loan  is  $50.00  in  compliance  with  the  Act,  and  the  maximum  amount  for 
which  the  table  was  prepared  is  $5,003.99*  Any  amount  between  this  range 
can  be  readily  found  between  two  successive  tabular  entries  in  these  two 
columns.  For  critical  amounts,  descend.  ...  - 

The  remaining  eight  columns  on  the  right  constitute  the  amount  of 
add-on  charges  in  dollars  and  cents . 

r 

The  bottom  left  side  of  the  table  is  headed  "Term  of  Loan".  The 
bottom  eight  columns  on  the  right  are  headed  "The  Equivalent  Simple 
Interest  Rape". 


2 


May  3,  1965 


Now  for  an  example.  Suppose  the  amount  of  the  loan  is  $51.21  and 
the  add-on  charge  is  $17.76,  the  total  of  which  is  $68.97*  to  be  repaid 
in  six  equal  consecutive  monthly  instalments.  First,, we  must  find  the 
amount  of  $51.21  under  the  heading  "Amount  of  Loan".  This  amount  appears 
in  the  tabular  entry  in  the  extreme  left-hand  column  on  the  seventh  line. 

Then,  \<re  must  proceed  horizontally  on  the  same  line  until  we  arrive  at 
the  amount  of  $17.76  under  the  heading  "Dollar  Add-On  Charges".  We  now 
proceed  downward  on  the  same  column  to  the  lower  portion  of  the  table 
headed  ,rEquivalent  Simple  Interest  Rate"  to  the  rate  of  118.9$  shown 
opposite  six  months  under  the  heading  "Term  of  Loan". 

In  other  words,  if  the  amount  of  the  loan  is  $51.21  and  the  add-on 
charge  is  $17*76,  and  the  total  is  to  be  repaid  in  six  equal  consecutive 
monthly  instalments,  the  eo^uivalent  simple  interest  rate  is  118.9$  per 
annum . 

Another  example.  Supposing  the  amount  of  the  loan  is  $1,170.00  and 
the  add-on  charge  is  $398.00,  the  total  of  which  is  to  be  repaid  in  forty 
equal  monthly  instalments.  First,  under  the  heading  "Amount  of  Loan" 
find  the  amount  of  $1,170.00  which  lies  between  the  two  successive  tabular 
entries  $1,166.78  and  $1,171.2U  on  page  3*  then,  proceed  horizontally  on 
the  same  line  to  the  columns  headed  "Dollar  Add-On  Charges"  and  we  find 
that  the  amount  of  $398.00  lies  between  the  two  entries  $397*82  and 
$399.53.  So  long  as  the  dollar  amount  of  add-on  charges  does  not  exceed 
$399.58,  it  belongs  within  the  range  of  $397*82.  Now,  we  proceed 
vertically  and  downward  to  the  lower  table  headed  "Equivalent  Simple 
Interest  Rate"  and  read  the  simple  interest  rate  of  19.9$  opposite  to 
hO  months  under  the  heading  "Term  of  Loan". 

It  will  be  observed  from  the  above  that  for  critical  amounts  of  the 
loan  we  descend;  and  for  critical  amounts  of  dollar  add-on  charges,  we 
proceed  horizontally. 

The  table  was  devised  with  one  important  thing  in  mind.  It  must  be 
simple  enough  ‘that  it  can  readily  be  understood  by  any  intelligent  person 
and  it  must  be  operational  without  any  calculations  whatsoever.  We 
believe  that  this  table  achieves  this  purpose  and  is  unique  in  its  simplicity. 
In  some  respects  it  resembles  the  income  tax  deduction  tables  issued  by 
the  Federal  Government. 


Formula  Used 


We  are  fully  aware  of  the  several  formulae  which  can  be  used  in  deter¬ 
mination  of  the  simple  rate  of  interest.  These  formulae  have  already  been 
submitted  in  a  brief  of  eleven  pages  to  your  Government.  This  table  is 
devised  so  that  any  of  the  formulae  can  be  used.  In  fact,  it  is  not  impor¬ 
tant  which  formula  is  applied.  Of  course,  the  constant  ratio  method  offers 
ease  of  computation  and  is  therefore  the  most  popular  in  practical  work, 
although  gives  results  higher  than  but  close  enough  to  the  actuarial  method. 

We  recommend  the  constant  ratio  method  because  of  its  simplicity  and 
because  any  person  having  knowledge  of  the  formula  can  satisfy  himself  of 
the  accuracy  of  the  table  by  his  own  calculation,  without  the  necessity  of 
an  annuity  table. 
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As  mentioned  above,  it  makes  no  difference  whatsoever  what  method  is 
used  for  the  preparation  of  the  table.  If  accuracy  is  desired  then  we 
recommend  the  actuarial  method,  and  this  can  readily  be  done  by  our  com¬ 
puter. 


Tolerance 

The  table  was  prepared  to  give  a  simple  rate  of  interest  within  a 
tolerance  of  of  1%.  The  Act  allows  a  tolerance  of  1%.  If  the  tol¬ 
erance  of  -g  of  1%  is  increased  to  1 %>  this  will  materially  reduce  the 
size  of  the  table. 


Size  of  Table 


In  our  present  table,  the  amount  of  the  loan  was  limited  to  a  range 
from  $50.00  to  $5, 003.99*  The  range  can  be  increased  beyond  this  latter 
amount  but  it  should  be  kept  in  mind  that  the  larger  the  range  the  greater 
the  size  of  the  table. 

Similarly,  the  larger  the  dollar  add-on  charge,  the  greater  the  size 
of  the  table. 

The  enclosed  extract  of  the  table  shows  high  dollar  add-on  charges. 
The  table  will  of  course  have  lower  dollar  add-on  charges  and  will  cover 
add-on  charges  from  1%  to  35$  of  the  amount  of  the  loan. 

The  term  of  the  loan  also  affects  the  size  of  the  table.  It  is 
suggested  that  the  table  should  cover  the  following  terms  in  months :- 
3,  6,  9,  12,  15,  18,  2b,  30,  36,  hO,  1*2,  1*8,  50,  5U,  and  60. 

We  believe  that  the  above  terms  are  the  most  popular  in  the  credit 
field.  Of  course,  any  other  terms  can  be  easily  incorporated,  but  the 
volume  of  the  table  will  be  directly  affected. 

On  the  assumption  that  the  range  of  the  loan  from  $50.00  to  $5*003.99 
is  satisfactory  and  that  the  maximum  amount  of  add-on  is  35$*  being  7$ 
per  annum  for  a  period  of  5  years,  and  upon  the  assumption  that  the 
minimum  rate  of  add-on  is  1$,  the  size  of  the  table  will  vary  directly 
with  the  size  of  the  pages  constituting  the  table. 

We  believe  that  the  size  of  the  table  should  be  left  at  the  present 
time  for  discussion  with  the  representatives  of  your  Government.  One 
thing  is  certain,  however,  that  the  table  will  not  be  bulky  or  voluminous 
as  some  people  contend. 


Conclusions 


There  is  no  similar  table  in  existence.  First,  the  tremendous  amount 
of  calculations  required  could  not  be  made  by  hand  and  therefore  necessarily 
awaited  the  electronic  computer.  Calculations  shown  on  this  extract  were 
made  by  our  lbOl  IBM  Electronic  Computer  which  was  programmed  for  this 
purpose. 

Second,  some  pretty  difficult  calculations  were  necessary  to  determine 
the  critical  amounts  of  the  loan  that  would  properly  synchronize  with  the 
critical  amounts  of  the  add-on  charge  to  maintain  the  same  rate  of  interest 
within  a  tolerance  of  ^  of  1$. 
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The  enclosed  extract  is  the  actual  size  produced  by  our  machine. 

On  page  Ik  of  the  enclosed  booklet,  we  inserted  a  reduced  page  of  the 
extract  to  show  that  the  table  can  be  made  up  in  a  similar  booklet. 

We  believe  that  we  should  meet  with  the  representatives  of  your 
Government,  preferably  in  Ottawa,  to  discuss  the  various  features  of  this 
table . 

The  enclosed  are  forwarded  to  you  with  the  specific  understanding 
that  they  remain  our  property  and  must  not  be  reproduced,  in  whole  or 
in  part,  without  our  written  permission. 

We  trust  to  hear  from  you  or  your  Government  in  the  near  future. 


Yours  truly 


FINANCIAL  COMPUTERS  &  PUBLISHERS  LIMITED 
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STATEMENT  SUMMARIZING  PROFESSOR  FOSTVEDT'S 
OBSERVATIONS  IN  CONNECTION  WITH 
THE  ATTACHED  TABLE 


1.  For  terms  not  exceeding  12  months  the  rate  corresponds 
very  closely  to  the  actuarial  rate;  but,  as  terms  lengthen 
to  60  months  the  rate  is  appreciably  smaller  than  the  ac¬ 
tuarial  rate.  WTould  not  this  lead  to  the  criticism  that 
the  tables  prepared  by  Financial  Computers  and  Publishers 
favor  the  vendor  or  lender? 

2.  While  the  tables  prepared  by  Financial  Computers  and 
Publishers  appear  to  come  within  the  tolerance  of  1% 
permitted  by  the  Credit  and  Loan  Agreements  Act,  there 
is  a  possibility  that  the  discrepancy  between  these 
tables  and  the  actuarial  rate  on  short  terms  as  com¬ 
pared  with  long  terms  may  exceed  1%.  This  possibility 
should  be  carefully  examined. 

3.  Add-on  charges  are  not  shown  beyond  a  rate  of  7%.  For 
practical  purposes  these  rates  should  be  extended  to 
at  least  14%. 

4.  The  equivalent  annual  interest  rates  shown  in  the 
sample  of  the  tables  prepared  by  Financial  Computers 
and  Publishers  for  terms  exceeding  12  months  are  ob¬ 
viously  too  low  to  be  of  any  practical  value.  It 
would  appear  that  only  about  one-third  of  these  tables 
would  have  any  practical  application  to  consumer  credit 
transactions. 

5.  The  Financial  Publishing  Company,  82  Brookline  Avenue, 
Boston  15,  Mass.,  U.S.A.  prepares  interest  tables  of  all 
types.  Is  there  anything  unique  about  the  tables  pre¬ 
pared  by  Financial  Computers  and  Publishers  as  com¬ 
pared  with  any  tables  that  are  already  available  from 
the  Boston  firm? 
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HOW  TO  USE  THE  EFFECTIVE  RATE  CHART. 

A.  ON  THE  LONG  SCALE  AT  THE  LEFT  FIND 
THE  AMOUNT  OF  MONEY  TO  BE  FINANCED, 

(THE  AMOUNT  ACTUALLY  BEING  SUPPLIED  BY 
THE  LENDERi-  NOT  THE  AMOUNT  YOU  HAVE 
TO  PAY  BACK). 

B.  ON  THE  LONG  SCALE  AT  THE  RIGHT  FIND 
THE  AMOUNT  OF  THE  FINANCE  CHARGES, 
INCLUDING  ALL  EXTRAS. 

C.  LAV  A  STRAIGHT-EDGE,  (A  RULER  OR 
EDGE  OF  A  PIECE  OF  PAPER,  FOR  INSTANCE) 
FROM  ONE  OF  THESE  AMOUNTS  TO  THE  OTHER. 
WHERE  IT  CROSSES  THE  CENTER  LINE  MAKE 

A  SMALL  MARK. 

D.  FIND  THE  NUMBER  OF  MONTHS  YOUR 
CONTRACT  IS  TO  RUN  ON  THE  "MONTHS* 

SCALE  AT  THE  RIGHT. 

E.  LAY  THE  STRAIGHT-EDGE  ACROSS  THE 
■MONTHS"  FIGURE  AND  THE  MARK  ON  THE 

CENTER  LINE. 


F.  WHERE  THE  STRAIGHT-EDGE  CUTS  THE 
SCALE  READ  THE  EFFECTIVE  RATE. 
THIS  IS  THE  TRUE  MEASURE  OF  THE  COST 
TO  YOU  OF  THE  FINANCE  CONTRACT.  IF 
YOU  FIND  THAT  THE  RATE  YOU  WERE  TOLD 
WAS  M  IS  ACTUALLY  OVER  15*.  YOU  CAN 
ACT  ACCORDINGLY. 

(IF  THE  EXACT  FIGURE  YOU  REQUIRE 
DOES  NOT  APPEAR  ON  THE  SCALES, 
APPROXIMATE  IT  BETWEEN  THE  NEAR¬ 
EST  FIGURES  ABOVE  AND  BELOW.  SEE 
THE  EXAMPLE). 

EXAMPLE I  8240.00  TO  BE  FINANCED  - 
CHARGES  AMOUNT  TO  138.40  -  NUMBER 
OF  MONTHS  IS  24  -  THE  EFFECTIVE  RATE 
IS  THEN  15.339,  WHICH  IS  APPROX  I A 
MATELY  S  TIMES  AS  MUCH  AS  A  SAVINGS 
ACCOUNT  EARNS. 

NOTE!  IF  ANY  INSURANCE  IS  INCLUDED 
IN  THE  CONTRACT,  DEDUCT  THE  AMOUNT 
OF  THE  PREMIlPt  FROM  BOTH  THE  "AM¬ 
OUNT  FINANCED"  AND  THE  "FINANCE 
CHARGES*. 
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